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COMPARATIVE TAXES: 
UNITED STATES AND UNITED KINGDOM 


 hasis of present rates, taxes in the United 

» are heavier than in the United States, but 

ifference in over-all burdens is not as large as 

is s commonly supposed, During the 1920’s both per 

capita taxes and ratios of taxes to national income 

were substantially higher in the United Kingdom. In 

the following decade, however, the differentials grad- 

ually marrowed. For the years ended in 1938 and 

1939 over-all burdens in the two countries appear 
to have been roughly equal. 


UMEROUS comparisons designed to show either 
relative tax burdens in the United Kingdom and 
in the United States or the burden of a particular 

type of levy in the two countries have been made in recent 
years. Because of the high standard rate for the income 
tax in the United Kingdom and recent and contemplated 
changes in our income-tax structure, attention has recently 
been focused largely on the taxes on income and profits 
imposed by the two countries. 


BASES FOR COMPARISON AND THEIR LIMITATIONS 


Per capita tax collections and ratios of taxes to national 
ased most frequently as indicators of combined 


'ats for per capita taxes in Tables 1 and 2 suggest 
1936 or 1937 per capita taxes in the 
vere substantially higher than in the 
United States. For the fiscal year ended in 1938 the per 
capita burdens were quite comparable. Per capita taxes in 
the United Kingdom were £22 or roughly $108 at £ = 
$4.90. In the United States per capita taxes for 1938 were 
about $110 on a basis that includes pay roll or employment 
taxes and $99 exclusive of these special levies. 

In the fiscal year ended in 1939 there was a substantial 
increase in per capita taxes in the United Kingdom and a 
slight decline in the United States. For both countries the 
1940 figures were higher than those for 1939. There is per- 
haps no satisfactory rate of conversion that can be applied 
to the 1940 figure for the United Kingdom. While £ = 


Kin ga in 


There are important differences in the tax systems 
of the two countries. Income taxes in the United 
Kingdom are much heavier in the lower brackets. 
In that country the income tax collected from corpo- 
rations is merely a device for collecting the standard 
rate of tax at the source, while in the United States 
the federal corporation income tax is a high-rate 
business tax. Local rates are imposed in the United 
Kingdom, but there is no separate tax structure com- 
parable to that of our state and local governments. 


$4.00 is now generally regarded as an acceptable conversion 
rate, it must be remembered that the moneys collected as 
taxes are expended largely within the jurisdictions in which 
collected. The change in their purchasing power is not nec- 
essarily correctly indicated by rates of exchange. 


TAX COLLECTIONS IN THE UNITED STATES, 
FISCAL YEARS 1930-1940 


Source: United States Treasury Department, United States Bureau 
of the Census and the Conference Board! 


Tax Collections 
Millions of Dollars 


TABLE 1: 





Per Capita Total Taxes 





State Index 

Total Federal? and Dollars Numbers 

Year Local 1930= 100 
1930 10,266 4,468 6,798 83.40 100.0 
1931 9,300 2,717 6,583 74.93 89.8 
1932 8,146 1,788 6,358 65.18 78.2 
1933 7,500 1,785 5,715 59.63 71.5 
1934 8,771 2,890 5,881 69.27 83.1 
1935 9,730 3,545 6,185 76.30 91.5 
1936 10,505 3,845 6,660 81.80 98.1 
19364 10,472 | 3,845 6,627 81.54 97.8 
1937 12,472 5,028 7,444 96.49 115.7 
19374 11,871 4,775 7,096 91.84 110.1 
1938 14,300 5,934 8,366 109.82 131.7 
19384 12,837 5,220 7,617 98.58 118.2 
1939 13,900 5,412 8,488 106.07 127.2 
19394 12,354 4,672 7,682 94.27 113.0 
1940 14,452 5,566 8,886 109.76 131.6 
19404 12,756 4,727 8,029 96.88 116.2 


1 State taxes for 1938 and local taxes for 1938, 1939 and 1940 are pre- 
liminary estimates by Tax Foundation. 

2 Federal tax collections less refunds. 

a Exclusive of employment or pay roll taxes. 
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TABLE 2: TAX COLLECTIONS IN THE UNITED KINGDOM, 
FISCAL YEARS 1929-30 to 1939-40 


Source: ‘‘Statistical Abstract of the United Kingdom’’ 





Tax Collections <s ‘i 


Millions of Pounds Sterling Per Capita Total Taxes 








ee A Index 
ae Total National —— — La 

1929-30 854 677 177 18.70 100.0 
1930-31 875 70¢ | 171 19.08 102.0 
1931-32 901 733 168 19.56 104.6 
1932-33 894 728 167 19.29 103.2 
1933-34 879 709 170 18.90 101.1 
1934-35 886 710 1768 18.99 101.6 
1935-36 926 739 1874 19.76 105.7 
336-37 977 783 194b 20.75 111.0 
1937-38 1,040 841 199b 21.99 117.6 
938-39 1,095 896 199¢ 23.06 123.3 
1939-40 1,216 1,017 199¢ 25.51 136.4 





1933-34 rates used for Scotland. 


». Estimates from The Economist, April 15, 1939, except for Northern 
peeeed: , Wacthern Ireland for 1937-38 estimated same as 1936-37. 
c. Estimated. 


For recent years the ratios of tax collections to national 
income for both countries have fallen in the range of 20% 
to 24%, as may be seen in Table 3. Prior to the depression, 
the ratio for the United Kingdom was much higher than 
that for the United States. In the decade that followed 
the War of 1914-1918 the United Kingdom did not enjoy 
a degree of prosperity comparable to that in the United 
States. The over-all tax burden was relatively very heavy. 
The difference between the ratios for the two countries nar- 
rowed during the 1930's and practically disappeared dur- 
ing the latter part of the decade. The United Kingdom did 
not experience a sharp decline in national income after 
1929 comparable to that in the United States. 

In order that the significance which can be attached to 
the ratios may not be overemphasized, it should be stated 
that available estimates of national income for the two 
countries were not obtained by the application of uniform 
statistical methods, Further, the services provided at public 
expense are not absolutely comparable in the two countries. 

Despite their limitations, the per capitas and ratios in 
Tables 1, 2 and 3 suggest strongly that in recent years 
there has not been any substantial difference in over-all tax 
burdens in the two countries. The data definitely reflect 
the fact that taxes and public services are important elements 
in the economies of both nations. In the absence of evidence 
to the contrary, they also establish a presumption of rough- 
ly equivalent over-all tax burdens for the fiscal years ended 
in 1938 and 1939. 


REASONS FOR POPULAR VIEW 


As available measurements indicate roughly equivalent 
over-all burdens in recent years, a question logically arises 
as to the bases for the view that taxes in the United King- 
dom have always been much heavier and far more burden- 
some than in the United States. At least four factors may 
be mentioned. 

In the decade ended in 1930 taxes in the United States 





were definitely lower than in the United Kingdom. Per 
capita comparisons, ratios to national income and computa- 
tions for income and other taxes payable point to this con- 
clusion. Substantial differences in favor of the United 
Kingdom in the case of property taxation could not obscure 
the faci that taxes were generally much lighter in the 
United States. Substantial differentials did exist during the 
early 1930's. They became gradually smaller, however, after 
1933. It is probable that the current view that taxes have 
always been much less burdensome in the United States 
is in part a carry-over from earlier years. In other words, 
the facts that pertained to the years before 1937 may have 
become so firmly implanted that they have not been com- 
pletely uprooted. 


Second, there are pronounced differences :2 gu\ernimen 
Organization in the two countries. In the United Nis glo: 
there are no governments that correspond {© our stat 


while local governments are relatively unimportant f+ 

a taxing standpoint. In 1939-40 local governments ac 
counted for only 16% of tax revenues, while for the five 
years ended in 1938 the proportion was 20%. In the 
United States, state and local governments accounted for 
61% of all tax collections for 1940, while for the five 
years ended in 1938 the proportion was 62%. In consid- 
ering certain heavy taxes imposed by the national govern- 
ment, not infrequently sight is lost of the fact that in the 
United Kingdom the governmenta! organization is not 
comparable to that in the United States. 


TABLE 3: TAX COLLECTIONS AND NATIONAL INCOME, 
UNITED STATES AND UNITED KINGDOM, 
FISCAL YEARS ENDED IN 1930-1940 


United States United Kingdom 
Taxes as a Tax National |Taxes as a 








Tax National |Percentage|Collections} Income? |Percentage 
Collections | Incomel of Millions of} Millions of of 
Billions of | Billions of } National | Pounds Pounds | National 

Year Dollars Dollars Income Sterling Sterling Income 
1930 10.3 75.9 13.5 854 3,918 21.8 
1931 9.3 61.7 1$.3 875 2 2465 22.6 
1932 8.1 47.2 175 ; 26,3 
1933 Te 41.3 18.2 { 54 26.7 
1934 8.8 46.6 18.8 279 mt ' 5. 
1935 9.7 33.7 18.1 Bue 5.73 |} 23 
1936 10.5 61.0 17.2 92k | 98 | 2 
19364 10.5 61.0 17.2 | 
1937 42:5 68.6 18.2 977 4,528 {| 22.6 
19374 11.9 68.6 17.3 
1938 14.3 68.0 21.0 1,040 4,787 21.7 
19384 12.8 68.0 18.9 
1939 13.9 66.3 21.0 1,095 5,000 |} 21.9 
19394 12.4 66.3 18.6 
1940 14.5 71.8 20.1 1,216 | 5,000b| 24.3 
19404 12.8 71.8 17.8 





1 Income produced estimates by the Department of Commerce, except for 
1939 and 1940. In order to obtain approximate surement with fiscal 
years, calendar year estimates for national income pro uced were averaged. 

2 Colin Clark, ‘‘National Income and Outlay’’, London, 1937. The esti- 
mates were adjusted to make them conform more coy with American 

practice in measuring national income. To obtain a high degree of cor- 

respondence taxes for the year ended March 31 are compared with national 
income for the prior calendar year. 

Exclusive of employment or pay roll taxes. 

Estimated. In July, 1940 the Chancellor of the Exchequer placed the 

national income at £5 billion. This figure was probably very conservative. 

In March, 1941 national income was currently estimated at more than 

£8 billion. Increasing prices account for part of the difference between 

these two estimates. 
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A separate tax system comparable to our state and local 
tax structure does not exist in the United Kingdom. Com- 
parisons based on taxes for only the national governments 
never give a complete picture. This applies not only to 
comparisons of total taxes, but also to comparisons of 
specific types of taxes such as income taxes and death 
duties. A more detailed analysis of basic differences in 


the two tax systems is presented in the following section. 


The sharp upward increases in rates for the income tax 
and the new purchases tax in the United Kingdom, which 
have received considerable publicity in the past year, empha- 
size the present and prospective burdens of war finance 
in the TInited Kingdom. In this connection it must be 

i that the United Kingdom has been at war 
uly in September, 1939, while our rearmament effort 
set under way until about the middle of the cal- 
ac 1940. In both countries there are important lags 


TABLE 4: INCOME TAX PAYABLE IN 
THE UNITED KINGDOM AND IN THE UNITED STATES, 
MARRIED COUPLE AND Two CHILDREN, 
TAXABLE YEAR 1940 or 1940-41 


United States Taxes 
as a Percentage 
of United Kingdom 


Total 


United States 





























Federal and 

United New York New York 
Income? | Kingdom'| Federal? State Total Federal State 
$2,500} $ 311 | —— —- 
3,000 488 | —— —_—-- — — 
4,000 842 |$ 34) $ 21 |$ 55 4.1 6.6 
5,000 1,196 72 58 130 6.0 10.9 
6,000} 1,551 110 98 208 7.1 13.4 
7,000} 1,976 150 145 295 7.6 14.9 
8,000} 2,401 229 195 424 9.5 17.7 
10,000} 3,451 406 312 718} 11.8 20.8 
25,000} 12,838 3,106 1,486 4,592| 24.2 35.8 
50,000] 32,401 | 12,067 3,486 15,553 37.2 48.0 
100,000] 76,276 | 38,017 7,486 | 45,503} 49.8 59.7 


Rate of conversion £ =$4. 
+ The New York tax was deducted in arriving at the tax base. 


approval of rate changes and the time when 
ally refected in receipts. In making comparisons 
10 and later years, these facts must be kept in mind. 


LYLFFERENCES IN TAX SYSTEMS 


The absence of overlapping levies in the United King- 
dom has been referred to briefly. In addition to the federal 
levy on incomes, about 35 states tax incomes and profits in 
the United States. Similarly, death taxes of some type are 
imposed by 47 states and the Federal Government levies 
an estate tax. Overlapping motor fuel taxes are imposed, 
sometimes by three or four independent taxing jurisdic- 
tions. 


In the lower brackets income taxes in the United King- 
dom are much heavier than in the case of our federal 
tax. This differential was substantial for many years before 
the outbreak of the present war and rate changes in the 
past few years have tended to increase it. The data in 


THE TAX REVIEW 15 
ea al 


TABLE 5: INCOME AND PROFITS TAXES, UNITED STATES, 
FIscAL YEARS 1930-1940 


Source: United States Treasury Department and United States 
Bureau of the Census 


Income and 
Profits Taxes 
Millions of Dollars 


Income and Profits 
Taxes! as a Percentage of 


Federal Total 
Year Federal Total Taxes Taxes 
1930 2,411 2,644 69.5 25.8 
1931 1,860 2,045 03.5 22.0 
1932 1,057 1,195 59.1 14.7 
1933 746 873 41.8 11.6 
1934 818 956 28.3 10.9 
1935 1,099 1,264 31.0 13.0 
1936 1,427 1,654 37.1 $3.7 
1937 2,158 2,513 42.9 20.1 
1938 2,635 3,018 44.4 21.1 
1939 2,182 2,512 40.3 18.1 
1940 2,117 2,475 38.0 17.1 





1 Refunds were deducted from total federal taxes but not from income and 
profits taxes. The resulting margin of error is very small. 


Table 4 show the amount of tax payable on incomes rang- 
ing from $2,500 to $100,000 in the two countries for the 
most recent taxable year. The federal tax, the New York 
state income tax and the combined federal and New York 
taxes are shown. It will be observed that a married couple 
with two dependents was required to pay 15 times as much 
income tax on a $4,000 income in the United Kingdom 
as a similar family living in New York. At $8,000 the 
British tax was more than five times the combined federal 
and New York taxes. At higher levels the difference nar- 
rowed appreciably. 

Income and profits taxes are prominent elements in the 
tax systems of both countries. The ratios in Tables 5 and 
6 indicate that for the fiscal year ended March 31, 1940 
taxes om income and profits in the United Kingdom ac- 
counted for 48% of national taxes and 40% of all taxes. 
In the Uri*ed States the comparable figure for the Federal 
Governtaent was 48%, while for the same year income and 
profits taxes accounted for 17% of combined taxes. 

There are fundamental differences in the income tax 
systems of the two countries. In the United Kingdom there 
is mo separate corporation rate. The tax assessed to and 


TABLE 6: INCOME AND PROFITS TAXES, UNITED KINGDOM, 
FISCAL YEARS 1929-30 TO 1939-40 
Source: ‘‘Statistical Abstract of the United Kingdom” 






Income and Profits 





pane et Taxes as a Percentage of 

Millions of National Total 

Year Pounds Sterling Taxes Taxes 
1929-30 296 43.7 34.7 
1930-31 327 46.4 37.4 
1931-32 367 50.1 40.7 
1932-33 314 43.1 35.1 
1933-34 283 39.9 32.2 
1934-35 282 39.7 31.8 
1935-36 290 39.2 31.3 
1936-37 312 39.8 31.9 
1937-38 357 42.4 34.3 
1938-39 420 46.9 38.4 
1939-40 487 47.9 40.0 


; 
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paid by corporations is merely a device for collecting the 
standard rate of tax at the source. Dividend income is, of 
course, subject to surtax. In the United States the federal 
corporation income tax in essentially a high-rate business 
tax, and dividend income is subject to both the personal 
normal rate and to surtaxes. 

In the United Kingdom income tax is separately assessed 
under five schedules and the taxes on income in the various 
schedules are generally paid separately. The taxpayer does 
not prepare a complete return, as in the United States. 
Rather, he reports his income and the tax is assessed later. 
Income tax is assessed for a year ending early in April 
and is usually based on income for the prior calendar or 
fiscal year. Gains from the sale of capital assets are not 
considered income in the United Kingdom, unless trans- 
actions in such assets are the trade or business of the tax- 
payer. 

Under both systems progression in personal income tax- 
ation is obtained principally through the operation of surtax 
schedules. In the lower brackets progression in effective 
rates results from the application of personal exemptions. 
In the United Kingdom, however, the surtax is much less 
important from a revenue standpoint than in the United 
States. 

For many years property taxes have ranked first as a 
source of combined tax revenues in the United States. For 
1940 the states collected $265 million in property taxes, 
while local governments collected more than $4 billion, 
perhaps close to $4.5 billion, in property taxes. A total of 
$4.5 billion would appear to be a conservative estimate 
of state and local property taxes. On the basis of this figure, 
property taxes represented roughly 30% of all tax collec- 
tions and one third of taxes other than pay roll or employ- 
ment taxes. 

In the United Kingdom local rates, which correspond 
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roughly to our property taxes, produce a revenue of only 
about £200 million a year or one sixth of combined taxes 
at the 1940 level. This proportion will doubtless decline 
appreciably, when income tax yields fully reflect the high 
rates approved in 1940 and 1941. In the United Kingdom, 
it may be added, income is used as a basis for taxing prop. 
erty to a much greater extent than in the United States. 
At least three different methods of determining assessments 
are used. The tax is on the occupier rather than the owner, 
but in practice it is commonly included in the rental and 
collected by the owner. 


SOME OBSERVATIONS 


On the basis of present rates there is little doubt th 
taxes in the United Kingdom are heavier than thos< 
the United States. The standard rate of 50% for th. incor 
tax proposed on April 7 is among the highest nore 
standard rates that have ever been imposed by any natin. 
In the United States, however, a new revenue measure will 
soon be considered. The normal rate for individuals will 
doubtless be increased and further adjustinents in surtax 
rates are probable. Although the trend is upward, effective 
rates in the lower brackets comparable to those in the 
United Kingdom are not in prospect. 


The United States is no longer a lightly taxed nation. 
The analysis in this article suggests that for the fiscal years 
ended in 1938 and 1939 over-all tax burdens in the United 
States and in the United Kingdom did not cliffer appre- 
ciably. Both prior to and after the War of 1914-1918 our 
comparative position was decidedly favorable. But at the 
beginning of the rearmament effort in 1940 taxes were 
equivalent to approximately one fifth of the national in- 
corae. The margin of unused taxable capacity was in no 
serse comparable to that enjoyed at the time of our entry 
into the War in 1917. 
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